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THE

INCOME WAR TAX ACT, 19I17.

WITH EXPLANATIONS BY THE MINISTER OF FINANCE

(As reported in Hansard)

AND INSTRUCTIONS OF THE FINANCE DEPARTMENT

7-8 GEORGE V.

CHAP. 28.

An Act to authorize the levying of a War Tax upon
certain incomes.
[Assented to 20th September, 1917.]
IS Majesty, by and with the advice and consent of
the Senate and House of Commons of Canada,
enacts as follows :—

1. This Act may be cited as The Income War Tax short title
Aect, 1917.

2. In this Aect, and in any regulations made under Definitions,
this Act, unless the context otherwise requires,—

(a) “Board’’ means a Board of Referees appointed “ Board.”
under section twelve hereof';

(b) ““Minister’” means the Minister of Finance; * Minister.”

(¢) ““‘normal tax’’ means the tax authorized by para- « Normal
graph (a) of section four of this Act; e i

(d) ““person’” means any individual or person and *Person.”
any syndicate, trust, association or other body and
any body corporate, and the heirs, executors,
administrators, curators and assigns or other legal
representatives of such person, according to the

b &
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axpayer.”
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Women.
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Secrion 2—Continued,
law of that part of Canada to which the context
extends;

(¢) ““supertax’ means the taxes authorized by para
graphs (b) to (g), both inclusive, of section four
of this Aet;

(f) ““taxpayer’” means any person paying, liable to
pay, or believed by the Minister to be liable to pay,
any tax imposed by this Aet;

)

(g) ““vear’ means the calendar year.

Stk TuoMas Wiire:  We do not assess a partnership as such
We assess the individual partners,  Let us say that A, and B. are
partners carrying on a business. We do not make an assessment
against A, and B. for income which they jointly derive, but e
make an assessment against A, as to his interest in the incomce
which he dervived and his share of the undistributed profits, and
against B. similariy: and in that way we assess the partners

Sk Tuomas Wire:  “ Person ™ includes women Hugband
and wife includes a wife who has an income in her own name
I think it well that both wife and husband should be assessed in
respect of their assessable income, and should be entitled to the

caoemption of $3.000 each (but see See. § (}))

Mg, LEMIEUX The husband is liable, and the wife is also
liable?

Sk Tuovmas Wrire:  Yeg

M. A, K. MacLeAN A\ case might arvise where the tar would
be imposed Livice For instance, take the case of a marriage settle
ment paid under the terms of the settlement out of the income of a
husband. The husband wmight be taxred for it, and it might be of
such an amount when received by the wife that she would be liable
to taxation also for the same thing.

Sik THoMmas WHite:  No.

Mi. A, K. Macrean: If a man pays $10,000 a year under a nar
riage settlement to a trustee, that would be part of his income,
and he wonld pay taxr on it. When it is paid by the trustee to the
wife, she would be in receipt of an income of $10,000 a year, and
she would be liable to taxation, It might be argued that the tar
would be imposed twice,

St TuoMmas Wuire: It would certainly not be so held, because
while the husband might have an income, this amount paid under
the marriage settlement would be among his liabilities. I think
it would be held that the husband would be liable to taration on
his net income, that is to say his income less the amount he was
obliged to pay to his wife,

Mi. A, K. Macreax: In any event, the investment would be in
the name of the trustee?

X




NN

Re Secrion 2-Continued. 5%'-

Sk THomAs WHITE: If the husband set aside securities in
trust, clearly he would divest himself of those securities, and the
interest would be interest derived by the trustee, not by the hus
band.

Mg. Lemievx: It is often arranged in wmarriage settlements
that the amount to be paid shall be considered as alimony. In
such a case would the alimony be assessable?

Sk Tromas Wuire: If the wife had an income under a mar-
riage settlement in excess of the exemption provided for by this
Act, whether it is called alimony or not, it is the intention that she
should be assessed.

MR. GERMAN: An incorporated company is to be asscssed and
then the persons deriving incomes from that incorporated com-
pany are also to be asgsessed. There would certain to be a double
assessment, one of the incorporated company and one of the in-
dividuals who derive their incomes from the incorporated company.

Sk THoMas WHI While the company is assessed on ils
income its sharcholders are also assessed upon their incomes, but
there is an allowance made to the shareholder of the normal tar
when the normal tax has been paid by the company upon the divi-
dend which he receives, While we assess a corporation upon its
income to the extent of the normal tax, when we come to assess
the shareholders in respect to their incomes including the divi-
dends which they receive from the corporation so assessed, we
make an allowance equal to the normal taxr which the corporation
has paid upon the dividends derived by the sharcholders, A cor-
poration is liable on its income only to the normal taxr, and that
the shareholders who will have to make returnsg of their income
to the department will, when they are making such returns, be
permitted to deduct the normal tax in respect of dividends derived
from companies subject to this taxation. As to that portion of
their income subject to the super-tax, they will pay, because the
corporation is liable only to the extent of the normal tax.

Sk Tromas Wurre:  “ Persons " awill embrace minors as well
as others if they have the income.

3. (1) For the purposes of this Aet, ‘‘income’’ means
the annual net profit or gain or gratuity, whether as-
certained and capable of computation as heing wages,
salary, or other fixed amount, or unascertained as
being fees or emoluments, or as heing profits from a
trade or commercial or financial or other husiness or
calling, directly or indirectly received hy a person froiw
any office or employment, or from any profession or
calling, or from any trade, manufacture or bhusiness,
as the case may be; and shall include the interest,

-
o
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companies
and share-
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Allowance
to share-
holders.

Minors.

Income,
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SecrioN 3—Continued.
dividends or profits directly or indirectly received
from money at interest upon any security or without
I‘m‘z;‘ir security, or from stocks, or from any other investment,
distributed  and, whether such gains or profits are divided or dis-
ornet tributed or not, and also the annual profit or gain from
any other source; including the income from but not
the value of property acquired by gift, bequest, devise !
or descent; and including the income from but not the
proceeds of life insurance policies paid upon the death l
of the person insured, or payments made or credited
to the insured on life insurance endowment or annuity
contracts upon the maturity of the term mentioned in
the contract or upon the surrender of the contract;
with the following exemptions and deduetions:—

Excepted (a) such reasonable allowance as may bhe allowed by

e the Minister for depreciation, or for any expendi-
ture of a capital nature for renewals, or for the
development of a business, and the Minister, when
determining the income derived from mining and
from oil and gas wells, shall make an allowance
for the exhaustion of the mines and wells;

(b) the amount of income the tax upon which has
heen paid or withheld for payment at the source
of the income under the provisions of this Act;

(¢) amounts paid by the taxpayer during the year
to the Patriotic and Canadian Red Cross Funds,
and other patriotic and war funds approved by
the Minister;

(d) for the purposes of the normal tax, the income \
embraced in a personal return shall be eredited {
with the amount received as dividends upon the |
stock or from the net earnings of any company or |

other person which is taxable upon its income un-
der this Aect: Provided, however, that in deter-
mining the income the personal and living expenses
shall not be taken into consideration.

Holding (2) Where an incorporated company conduets its
companies.  Jyysiness, whether under agreement or otherwise, in

4

. S i i e



Secrion 3—Continued.

such manner as either directly or indireetly to henefit
its shareholders or any of them, or any persons directly
or indirectly interested in such company, by selling
its product or the goods and commodities in which it
deals at less than the fair price which might be ob
tained therefor, the Minister may, for the purposes of
this Act, determine the amount which shall be deemed
to be the income of such company for the year, and in
determining such amount the Minister shall have re-
gard to the fair price which, but for any agreement,
arrangement or understanding, might be or could have
heen obtained for such product, goods and commodi-
ties.

(3) In the case of the income of persons residing or
having their head office or principal place of husiness
outside of Canada but carrying on business in Canada,
either directly or through or in the name of any other
person, the income shall he the net profit or gain aris-
ing from the business of such person in Canada.

Non-resi-
dents,

(4) For the purpose of the supertax only, the Unaistri-

income of a taxpayer shall include the ghare to which
he would he entitled of the undivided or undistributed
gains and profits made by any syndicate, trust, associa-
tion, corporation or other hody, or any partnership, if
such gains and profits were divided or distributed,
unless the Minister is of opinion that the accumula-
tion of such undivided and undistributed gains and
profits is not made for the purpose of evading the tax,
and is not in excess of what is reasonably required for
the purposes of the business.

O~ SecTioN 3—INCOME:

buted gains.

Mg. CocksHurr: How is one's income to be computed? I Computation

venture to say that there are very few people in this country who
know exactly what their income is, They may be desirous of having
the proper amount entered, but there are so many factors that have
to be taken into consideration in connection with the origin and net
result of a man's income. Suppose, for instance, a man has $75,900
invested in real estate and that $50,000 of that amount is invested
in a paying enterprise which allows him to take care of his muni-
cipal taxes, fire insurance, depreciation, and the general upkeep of
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Re Secrion 3—Continued.

his property. The other $25,000 may be bringing in nothing, but l
the taxes have still to be paid and the necessary repairs made.

Is any allowance made for what may be called * depreciation of
capital " in a real estate investment?  Everybody knows that when
property is vacant it rapidly deteriorates. Vacant property is a
very rapid income destroyer. 1 have had a good deal of experience
in that line, and I know that a man's income can be eaten into
very rapidly by unproductive property. 1 venture to say that any
body who owns very much real estate has some unproductive pro
perty that is not only not bringing him in any income, but
is actually eating into the income he receives from other
SOUTCes. I have a good deal of that kind wmyself at the
present time, as I have no doubt a good many wmen in this
House have. Has the Minister taken that into congideration.
and is any allowance to be made for this depreciation of capital?
In other words, if @ man has a certain amount of income from one

source, and some other investment in property has depreciated in
value and eaten into his income, is that taken into account in cal
culating the amount of income that will be liable to taration? |1
am not, of course, wishing to escape paying what I should legiti-
mately pay, but if the Minister should ask wme what my income
was in any one year, though 1 keep books and endeavour to make
an entry of everything, I should have the very greatest dificulty
in telling him what my income was, and that being so, how will a
man who keeps no books and makes no entries ascertain his in-
come?  Take, for instance, the farmer; he probably keeps his wife
and family out of the products of his farm. He does not begin to
estimate his expenditure until he goes outside of his family er
penses, which are provided for by the farm. I only instance this
as one case, because it occurs in many other callings. A merchant
often helps himself to the goods in his own store, not counting this
as really part of his income. Those are a few of the difficulties
which present themselves in estimating an income, 1 would also
like the Minister to tell me whether any regard is to be paid to the
depreciation which may oceur in a man's property. For instance, he
might be worth $100,000 this year, and when he makes his returns
at the end of the year he may find his property is only worth $90,-
0. He has lost $10,000 on his investment. Will he be allowed
to deduct that $10,000 from his $15,000 income, or will he be assessed
on the whole $15000, and be obliged to look after the depreciation

himself?
Deprecia- Sk Twomas Wurre: [ think it would be a very dangerous
tion of admission to make that the estimate made by a taxpayer that his
property. property has depreciated to the extent of. say, 35,000 or $10,000,

would be sufficient to justify that $5,000 or $10,000 being deducted
from his income. It would be proper for the mean who has pre
ductive properties to take into account the rentals received, and
to pay the taxation and the repairs actually made in connection
with those properties. The balance might fairly be considered his
net income. My hon. friend raises the question as to whether
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Re Secrion 3—Continued.

there should be an allowance for depreciation. I do not think it
possible to get an income taxation down to @ mathematical nicety
such as is suggested where the amount of annual depreciation
would be allowed because it would be almost impossible to
estimate such depreciation, and as against that there would
have to be set off the possible appreciation of that pro-
perty, because real estate does appreciate. In the admin-
istration of an income tax youw wmust get down to a sound, but
rough-and-ready basis—a basis of good sense. How wmuch did the
man derive from his real estate investments? How wmuch did he
actually pay out for taxes and repairs?  The balance is his income,
I do not believe he should be allowed to deduct the depreciation
of his property, because the fact that it might have appreciatea
in value has also to be taken into consideration, I do not think
we can get it down to a basis where you can set off the deprecia-
tion the tax-payer thinks he might fairly be entitled to deduct in
respect to property, even property which may be vacant. The
depreciation would appear in the returns, and 1 think the onus
would be very strongly on the tarpayer to show beyond peradven
ture that such depreciation had taken place. I do not like to ad
mit the principle that depreciation should be allowed. Take an
other casc—which might come within the instances my hon. friend
has brought to the attention of the House—a man has an incon
of, say, $10,000;: he is carrying a piece of unproductive real estate
in the West, upon which he has to pay taxes. I do not think he
should be allowed to deduct the tares he pays in respect of that
property. His income is the return he derives from his profes-
gion or calling. 1If he is carrying a piece of real estate for purposcs
of speculation, he could carry it himself. I draw the distinction
between that case and the case of a man who is deriving income
from properties which are productive, His income is the rentals
he receives from such properties, but he is entitled to take into
account what he pays in the way of tares, and repairs actually
made.

Me. A, K. Macreax: 1 thoroughly agree with the Minister, |
do not see how you can introduce any such principle into the Rill
that would meet the case mentioned by my hon, friend (Mr. Cock-
shutt), A private individual might as well urge that his physical
strength is depreciating from year to year, and that his earning
capacity is growing less, and therefore he should have some allow-
ance made for physical depreciation. Take the case the Minister
has just cited. Say a man is resident in Toronto, and is in receipt
of an income of $25,000 a year, and say he has unproductive pro-
perty in the West which requires a disbursement on his part of
$3.000 a year for tares. In estimating his income, surely that
§3,000 would not be taken into account?

Sie Tuomas Wurre: 1 do not follow my hon. friend,

M. A. K. MacreaN: I understood the Minister to say that the
fact a man was paying an annval tar bill of $3,000 wupon unproduc-
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Re Secrion 3—Continued.

tive property in the West would not be taken into consideration
in calewlating his income?

S Tuomas Wuire: My view is he should not be allowed to
deduct it because his income is $25,000 and he is speculating in the
West-

Mg. Puvasitey: Suppose this unproductive property was in To-
ronto, instead of in the West?

Sk Tuomas Wurre:  The reason I mentioned the West was
because my hon. fiend referred to it.

Mui. A, K. MacLeax:  Suppose a professional man has an income
of 825,000 a year, and he owns an unproductive property in the city
of Ottawa, the taxation on which is $3,000; surely, he would only
be liable upon an income of $20,000.

Productive Stk Tuomas Wurre:  If part of his income was [from produce-
property. tive property then he should be allowed to deduct taxes and repairs.
My hon. friend put forward the case of a man holding unproductive
property in the West, upon which he was paying taxes, These are
very difficult questions to deal with, but I do not think he should
be cxempt from this income tax to the e¢xtent of what he pays for
taxzes on unproductive property held for speculation. Let me cite
a case in regard to which 1 have had a good deal of expericnce.
Take the income taration of the city of Ottawa, or the city of
Toronto—the assessor goes to a bank, say, and asks for the nanmes
of the officials of the bank and their salaries, and he assesses from
Sa000 down, if the salaries are such. Those in receipt of the in

Disposal of

income comes may use thewm in different ways. Some may spend their

incomes foolishly, others may invest in property, others may be
carrying investments at a loss, others may pay tares upon their
homes, but the assessment is upon the amount of income received
as salary. That is the way all assessments are made in this pro-
pinee. A wman is not asked what he does with his income, he is
not asked whether he invests part of it in mining stocks or
whether he pays taxes upon property with which he is speculating,
or whether he pays marging upon stocks. He is simply assessed
wpon his income. BEvery man in the city of Oltawa is liable to
assessment on the amount of income he receives. If he is a Min
ister he pays income tax wpon his $7,000 or whatever it may be;
it he is an oficial he pays also. Once “you introduce the principle
that a man in receipt of a salary of $25,000 can deduct the tazation |
which he is paying upon property which may be appreciating very \
much faster than the amount of the annual taxation, you are intro-
ducing a very dangerous principle into taxation. I do not believe |
that that principle is included in any taxation in this Dominion. '
The point is: How much does a man make? If he is a lawyer,

how much does he make after paying out all expenses in connee-

tion with his profession? Then I would say that after deducting

the outgo from what he has received the balance is the income of

that individual and he should be assessed upon it.

Income.
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Re Secriox 3—Continued.
Mg, Pues: Supposing his entire business was the owning Entire
and managing of real estate? :."“‘I‘I"(‘;;‘:m
Stk Tromas Wuire: My hon. friend has raised a point which
is absolutely different from that which we are now considering.
We are considering now the case of an individual who derives his
income from his profession or calling and who has to pay taxes
upon some property which he has been carrying for the purpose of
speculation or not—it does not make any difference.

Mg, Puesiey: Take muyself, for example. The only property I Income from
own practically is real estate. 1 might have three or four houses veal estate,
which were bringing me a very good income and I might have
other places which were vacant, and on which 1 had to pay
insurance, water rates and tares. Would not the net income from
all these different propertics combined be that on which I would
have to pay the tax?

Sk Tuomas Wurre: I would say *“ yes,” and my hon. friend
would take all the incomes from these productive properties, and
that he would pay the taxes on this other unproductive property
deducting with respect to it, and the balance would be his income,

Mg. PuGsLey: Suppose I had unproductive property in Ontario Urpproduc-
or in the West? tive real
Sk TuoMas Wurre: I wounld say that if my hon. friend was EaLALY;
carrying some unproductive property with the idea of making
money on its appreciation he should not be allowed to deduet it.

MR. PUGsLEY:  Suppose a man were carrying it because he could
not sell it and had to pay the taxes?

Sk TroMmas WHite:  In a taration measure of this kind, while
that and every other principle should be discussed youw will never
be able to determine with mathematical exactness—the courts usu-
ally have to determine that — as to what should be allowed. Jt
would be very dangerous to lay down the principle that if a man
has an income of $25000 and he is carrying unproductive property
throughout this country, not being a man who is making his in-
come from the holding and administration of real estate, he should
be allowed to deduct the charges on this property from his income.
If you adopt that view, you are introducing a very dangerous prin-
ciple and one which should not be allowed.

Me. Leyievx: My hon. friend is making a distinction between Reql estate
say a professional man who goes into an occasional real estate deal business.
and a man whose calling is real estate.

Stk THoMas Waire: A landlord who has a number of houses,

Mg, Lemievx: If a man who buys real estate and has to pay
a large part of his income in municipal and other taxes, the amount
which he so pays would be deducted from his income. That is
what I gather from the remark of my hon. friend. But a profes-
gional man, say a lawyer, who has bought some real estate, even if
the real estate is not a revenue producer, has to pay the taxes and
he cannot deduct that from his income?

9
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Sig Tuomas Wurre: I would say not. 1f a man is carrying unpro-
ductive property and is paying taves upon it, 1 do not know why he
should assume that he is losing money by doing so, 1 think we must
assume the contrary, namely, that the annual increment on the
property is equal to the taxation which he is paying out. I think
it would be a very unsound principle to lay down that a man should
deduct from the income which he makes from his trade, profession
or calling, the amount which he may pay out in taxes upon property
in which he speculating,

Mr, Cocxsuurr: 1 do not wish to embarrass the Minister in
any way in coming to a conclusion. [ can quite see that if the
Ministe statement was followel out to its logical conclusion and
finality, a man might be paying on an income when he really did
not have an income at all but rather an outgo. There are such
men.

The Minister must know, as 1 certainly know, that there are
men who are known as property poor. Such a one may not be u
speculator. Investment in real estate is considered to be a legiti
mate enterprise. If it is not 1 am sorry 1 am in the business.
But, I have been the owner of real estate for many years, believing
that it was a sound investment, and I have been in that way trying
to build up the community of which I am a part. The Minister in
reply to the hon. member (Mr. A. K. Maclean), said that if a man
5,000 of it was going to carry a dead

had an income of $25,000 and
horse in the West, or anywhere else—~—not necessarily in the West
because we have lots of them in the East—this §5,000 should not be
deducted. Well, reverse it. Suppose a man has an income of
$5,000 and he has $25,000 to pay out, where is he going to be? He
will be paying on the $5,000 but he will be $20,000 worse off than he
was al the beginwing. 1 know many men who would be very glad of
the opportunity of unloading their real estate but who are carrying
it and who are what is known as property poor. They have pro-
perty that is unproductive and they are trying to meet the losses
on that property out of the revenue dervived from property that is
productive, That has been the case in many towns and cities in
Ontario. It is impossible for anybody in the renting business to
build a house at the present high prices of labour and raw material
and make a return of siz per cent, on his investment, unless he is a
remarkably capable man. Itis the exception rather than the rule that
a man has a siz per cent. return on his investment in real estal
I think the Minister should take this into his serious consideration,
because there are many men who went into real estate not as a
speculation but as a legitimate investment. All our trust com-
panies are in real estate as a legitimate field of investment. If
the principle which the Minister has enunciated is carried out to
its logical conclugion a man's income will go into one pocket and
go out of the other twice as fast, until his capital is entirvely con
sumed, A man with an income of 000 or $10,000 may have an
outgo of S153,000 or $20000, The Minister should make an allow-
ance for certain conditions; before the final balance is struck he

10




Re Secrion 3--Continued.
should distinguish between productive real estate, and vacant and
unproductive property..

In other words, the net results of his property operations for
that year should be the amount he derived from his real estate.
I cannot see it in any other way, and I am not saying this with a
view to depreciating the amount that the Minister should get, but
simply to arrvive at a basis whereby we may caleulate what is just
and fair and right to a man who has made his investment, belier-
ing it to be straightforward and honest,

Sk Tuomas Wurre:  If we admit the principle that we must
take into consideration depreciation in real property and securi-
ties, and in addition to that the taxation that a man may pay out
upon unproductive property which he holds, we shall go a long way
to defeat the purpose of this Bill.

Mr. Cocksuurr: I would not take the depreciation without
also taking the appreciation; I would take the two together.

Stk TaoMas Wurre: My hon, friend says he would not take
the depreciation without taking the appreciation. We all know
how dificult it is to determine the value of a piece of property at
any time, and how arbitrators differ. How is the departmment to
determine what the annual depreciation has been in a piece of pro-
perty upon which a man has paid out taxves? 1 think there is a
clear distinction between the case of a landlord with a row of
houses from which he derives his income, his principal business
being the administration of his property in those houses, his in-
come being the revenue he derives from them, and his outgoings
the taxation and repairs upon those properties for which he has
paid during the year, and his income, for the purposes of this Act,
being the difference between the two; and the case of a man who,
in his calling, derives a net income of $25,000, and who uses that
$23.000, either in speculation or in legitimate investment. For
the purposes of this taxation wmeasure, we ought to ascertain a
man's income in his calling, and having determined that, assess
him on that amount under this Act. Take my own case: I own
some property in Canada which is non-productive, and upon which
I pay, say, $1,200 or $1,500 in taxes. I say that I should be assessed
on my income derived as a Minister and any other mcome I may
have, and that I should not be allowed to deduct the amount I paid
in tares on that unproductive property.

Mg. PvGsiey: Suppose that, instead of being an individual, it
was a real estate company?

Sm Tuomas Wurre: That is different.

Mg, Puasitey: It owns land with buildings on it in one block,
and in the next block land which is not bringing in any income,
If it is a company the Minister will allow its revenues to be put
on one side and its total tavation on the other., Why should the
individual be treated more harshly than the company?

Sk THOMAS WHITE: The corporation is in that business. It
could not legitimately own the property unless it was in that busi-
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ness. A real estate agent should be assessed on any income he
derives in respect of his busginess. A man owning property, deriv-
ing income from that property, should be assessed on his income
in respect of that business. But the banker, who has an income
of $25,000 from the bank, should, in my opinion, be assessed upon
the $25,000, no matter what he does with the money.

Sik HERBERT AMES:  Say that there is a block of houses that are
rented regularly. If that is owned by a joint stock company you
take the total rentals from the houses and deduct the total expen-
diture in connection with the properties, and, we will say, you have
S1,000 to the good. You are taxed as a company only on the
$1,000.  But supposing that I, an individual, wishing to live on
investments, erect a block of buildings, and that the gross income
is $3,000, and that the gross outgo is $.000, so that the net value
to me is $1,000, shall I be taxed on the $3.0007

Sk Tuomas Wurre:  You will be tared on the $1,000 because
you are deriving part of your income from these properties.

Mg. PuasL
separate blocks

If all in one row, but suppose there are two
in the same town.

Sk Trnomas Wuire: The same principle would apply. The
danger in allowing deductions for tazation upon non-productive
property is that it is impossible to ascertan how much that pro-
perty has appreciated in the year, and the man may be gpeculat-
ing with it.

Mg, Puasiwey: That would apply to the row of houses too.

Sik THonmas WHite: Yes, and it would be open to the court
to say how much it had appreciated or depreciated, but for the
purpose of practically administering an Act such as this, you could
not hold an inguiry as to how much cach piece of property had
depreciated. I should say that the onus would be on the taxpayer
to show afirmatively and beyond doubt that there had been a loss
in connection with that property,

Mg. Lemieux: I think that the Minister ought to explain what
he understands by net income.

Sik THoMAs WHiTE: [ have a very clear view as to what would
be included in income as defined by this Bill. I have always found,
and I think the courts have found, that it is better to take a word
in its plain, common-gense meaning. If @ man is employed as an
official, let us say, in a bank, and receives a salary of $5000, his
net income for the purposes of this Act will be $5,000 because he
ecarns that sum from his occupation. The question has been raised:
supposing that man, in addition to having a salary of $3,000,
derives $1,000 more by way of rental from some houses which he
owns. Let us assume that he has to pay out in connection with
this house $300 for tawes, repairs, and other outgo, He derives
from that particular investment $700 net; therefore, if he has
no other investments outside from which he derives income, his
net income for the purposes of this Act is $5700, made up of
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83,000, which he earns from the bank, and $700 the net income
from the productive property which he owns. Let us take the fur-
ther case which was under consideration. Assume *that an
oficial drawing a salary of $5,000 owns some unproductive
property — let us say, some vacant land, and that he pays, in
order to retain that land, $1,500 or $2,000. My own opinion is that
his income, notwithstanding the fact that he pays out that amount
in respect of the unproductive property which he holds, is $5.009,
the income which he devives from his calling. To show my hon.
friend the fairness of the view which I put forward, let us com-
pare the two cases. Two men, let us say, are employed by the
Bank of Montreal, and each draws a salary of $10,009. One of
these men has no outside property at all; he spends the entire
$10,000 upon himslf and his family. Clearly he is assessable for
$10,000, which is his income, The other man spends only $1.590
or $2.000 upon himself and his family—he may have a smaller
family—and with the balance of the money speculates in stocks
or pays taxes upon property which he holds and which gives him no
return.  Would anybody seriously argue that the first man should
be taxed upon $10,000, and that the other man should not be tared
at all, or should be tared only upon $2,000 or $3.000? Get it down
to a common-sense basis. What is the man's income from his trade,
profession or calling? If he is an official what is the amount of his
income? -— if he is a lawyer, how much does he make out of his
office after paying the necessary outgoings? We are not concerned
with what he does with the money after he gets it; we are. con-
cerned with the amount of his net income. If he spends it on his
family; if he wastes it; if he speculates in stocks with it, or if he
buys lands for investment and pays taxes upon them, — we have
nothing to do with that. But, if he has some landed property out-
side from which, after paying the necessary outgoings in respect to
that property, he derives additional income, we add to the salary
which he gets in his official position the net amount which he re-
ceives from that investment, and the two together will make his
assessable income.

Mer. Lemievx: Suppose a man has a net income of $5,000 and, on
account of unproductive property which he holds, he is obliged, by
the law, to pay municipal taxes to the extent of $2,000. Of his in-
come $3.000 is erempt. Do you assess him upon $3.000 or upon
83,0002 In any case, he has to pay the nounicipal taxes. Will he
have to borrow in order to pay the federal taxation?

Sik Taomas WHite:  This measure does not and cannot provide
how a man will find the money to pay his income tax. In the case
mentioned, the income of the party is $5,000. If he is married, he
is entitled to $3,000 exemption; therefore, he will be tared upon
$2,000 and will be liable to pay $80. As to how he will get that
money, I am not in a position to say, but he will be liable for it
under this Act. I do not see how it could be otherwise, unless we
reduce the Act to a nullity.
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Mg, C. A, WiLsox Suppose a lawyer collects in fees $5,090 in
a year, and the cxpenses of running his ofice are $3,000, his net
revenue for purposes of taration will. be $2,000°¢

Sk THomas Wurre:  Yes,

Sk WiLkrip LAURIER: In scction 3 it is provided:

“Income . . . shall include the interest, dividends or profits
directly or indirectly received from money at interest upon any
security or without security, or from stocks, or from any other in
investment.”

That is quite intelligible, but I want an explanation upon what
follows:

“And, whether such gaing or profits are divided or distributed
or not."

Sk Tuovas Wuire: My right hon. friend has touched upon a
very important provision of this measure, and he asks a very pro
per question. We have been desivous of assessing, not only the
amount which a man may choose to take out from his business,
but also his share of the profits which are actually earned by the
partnership during the year { partnership might carn S100.900
and if it was assessed as a partnership, the assessment would be
upon S100900 less the eremptions But the partners might say
There is an income tax and we will not take $30,000 apicce—if that
was the share to which they were each entitled ;—we will take
anly 85,000 apiece, and will pay income tax only upon that $5090
That would not be fair Wy right hon. friend would have to pay
upon his income because it is definite and ascertainable; but 'if a
partner were entitled to one-half of the partnership profits, and if
he took only part of his profits out of the business and that were
counted as his income, he would escape taration on part of what
he had really earned in the partnership, If we are going to assess

an individual who is in business upon his profits in that business,
then we should assess a partnership, or a joint stock company wupon
its profits in its business. But we asscss the partners individu
ally upon their incomes, and therefore it is necessary to assess them
not only upon the profits that are actually distributed, but upon
the profits to which they are entitled. There is one point in this
connection to which my right hon, friend has drawn attention
Following the words which he has quoted, we have these words:

And whether such gains or profits are divided or distributed
or not."”

The intention was that we should assess shareholders in respect
not only of the dividends which they actually receive, but also of
their share in the earnings of the company though not actually
distributed amongst them. The idea was to prevent the company
from paying a small dividend and piling up large reserves which
it could at any time distribute to its sharcholders. But there is
in the Bill a provision further on. Subsection j of the same sec-
tion provides that:

“ For the purpose of the supertax only, the income of a tarpayer
shall include the share to which he would be entitled of the un-

14




Re Secrion 3—Continued.,

divided or undigturbed gains and profits made by any syndicate, gpq ohold-
trust, association, corporation or other body, or any partnership, ers, when

it such gaing and profits were divided or distributed, unless the liable to

Minister is of opinion that the accumulation of such undivided and ;‘:':;:r(l:‘;fm
undigtributed gains and profits is not made for the purpose of company's
evading the tax, and is not in excess of what is reasonably re- earnings.

quired for the purposes of the business.”

There are some privately-owned companies which might defeat Privately
the purpose of this Act by paying a small dividend and accumu- owned -
lating profits instead of distributing them amongst their sharehold- Sampaiiet.
ers. This subsection is to prevent such an evasion of the taxr. 1
can see a possible hardship in that shareholders who are not seek-
ing to evade any liability under this measure and who receive, let
ug say, a dividend of 10 per cent., would find themselves, under the
express terms of this measure, assessable for, say 12 or 15 per
cent. becawse the company carned at that rate,

S Winkrip Laveier: I present my views to my hon. friend as
I understand this Bitl. The principle of the measure is that every
entity should be taxed—a corporation, a partnership; and then
besides that, the partners or the shareholders who receive their
share of the profits. Every business ascertaing its profits for the
year. Then it considers its liabilities, the contingent possibilitics
in the way of losses or the need for improvements, After having
provided for these things. it distributes to its shareholders or to its
partners the excess profits. My hon, friend taxes first the profits of
the company, and then he taxes what is left in the entity, that is
to say. in the partnership or association. Then he tares also what
comes to the shareholders or the partners. I raise no objection.
But the measure may work a very severe hardship to a corporation,
Suppose a corporation has earned $100,000 of profits during the year
and distributed. $50,000 to its shareholders and retaing $30,000 to
provide for contingent liabilities, or necessities, or losses. The Min-
ister takes the power to assess the corporation in respect of what
may be its intention in so acting. Every association, whether it be
a partnership or a corporation, works for individuals. If it keeps
its profits in its coffers, it is to that extent acting to the detriment
of the partners or sharcholders, but for the benefit of the part
nership and in that way for the ultimate benefit of the partners
or shareholders. Therefore, if it keeps that amount back in good
faith for the interest of the company, I think that should be taken
into consideration. If on the other hand this action is taken to
evade taration and to cheat the revenue, that is a different matter,
It seems that in this measure no distinction is made between an
honest intention and a fraudulent intention. We presume that the
intention on the part of the taxpayer would be to have the Bill
honestly enforced. This should be taken into consideration.

Sk Tuomas Wuirre: I think no dificulty is likely to arise in
the case presented by my right hon. friend. Take such a case as
he mentiong—that of a company earning profits of $100,000.
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Company's It is proper for that company to deduct from its gross revenue
allowance enough to make allowance for bad and doubtful debts and for any
for bad contingent habilities—1 am not speaking of some hability of a fanci

debts and ful nature that might be expected in the remote future. When
contingent

liabilities. these items are deducted from the gross revenue the result :.1. the
net profits. Having done that—and it is open to a company to do
that, and companics do it, because it is sound from an accounting
standpoint—if the company has still a net income of $100,000, even
although it distributes only $30,000 to its shareholders, it should
pay the normal taxr of § per cent. upon the whole $100,000, That is
the net income, just as my hon. friend's net income is the amount
which he derives as an individual,

Assessment My vight hon. friend, I think, is a little mistaken, possibly, as

of partner-  to how we assess partnerships. We do not ass
hips.

a partnership as
an entity ; the assessment is not against the partnership, but against
the individual partners. We assess a joint stock company upon its
net earnings, according to a proper definition of that term, mak-
ing them. pay the normal rate of j per cent. In the case of the
sharcholders of that company, who pay upon income partly made
up from the dividends received from the company, under a provi
sion which we shall reach later on in the Act, an allowance is made
to the extent of the dividends which were taxable which they have
received from the company. The provision to which I
Privately draw attention is to prevent privately-owned companics

owned ieg with a few sharcholders, family
companies.

specially
compan-
concerns—from paying out
small dividends and accumulating an immense reserve which could
be distributed at a later date,

Sik HERBERT AMES: Let me cite a case in connection with un
distributed profits which would work a very real hardship. The figures
I shall give are not exact, but it is a case of which I have personal
knowledge. We are going to tax the revenues of 1917. Now I know
of a firm that ran behind $100,000 in the year 1915, In the year
1916 it came out about even, and in the year 1917 it made $100.000,
They always carried forward from wyear to year a certain amount of
profit and loss out of which the dividends are paid. Now in the
third year, although $100,000 had been made, in view of the fact
that nothing had been made in the previous year, and $100,000 lost
the year before, no dividends were paid. The three years were
taken as one, and the business has practically stood still, I think the
firm did a wise thing in paying no dividends. If you are going to

A
tax this undistributed $100,000 which they made in the third year,
you are going to do an injury, because you are asking them to pay on 1
profits that were never made.
o Undistri- Sk Tuomas Wurre: That would be a case in which the dis b
buted profits, eretion of the Minister could be exercised, as provided in the sub v
when sub-

h section, It is only where the intent is to defeat the Act that these

':'ll:_'\,‘."""""r' undistributed profits will be subject to the supertax,

Undistri- Sk Taomas Wurre: By sub-section ) provision is made for

buted gains. the application of a supertar to undistributed gains or profits pro-
vided that the Minister is of the opinion that the accumulation of
such undivided and undistributed gains and profits is made for the
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purpose of evading the tar. My own view is there is not likely to
be an attempt at abuse, except in the case of a close corporation,
and in such a case I think wise discretion would have to be exer-
cised to see that the corporation paid the proper share of taration.
Every corporation will be assessed by the department in respect of
its net income at the normal rate of § per cent.

Clause (d) of subsection (1) of section 3 provides that “for the
purpose of the normal tar, the income embraced in a personal return
shall be credited with the amount received as dividends upon the
stock or from the net earnings of any company or other person
which is tarable upon its income under this Act” Having assessed
all the companies, when we get a return from a shareholder, he
will be entitled to eredit of the amount paid by the corporation
upon dividends he received which are embraced in this return,

Mi. Lemievx:  Will he do that himself, or will the department
do it?

Sie Tuomas Wurre: He will make a return showing how
his income is made up. Say, part of his income was derfved from
shares in a company which has paid the normal tax upon its in-
come, In that case he would be credited with the amount which
was so paid, The department would scrutinize his return, and in
preparing  his assessment would wmake the necessary allowance,
Subsection | of section 7 provides that all corporations, associa-
tions, and syndicates shall make a return of all dividends and
bonuses paid to sharcholders and members. That would help the
department in making the necessary adjustments,

Me. Lemievx: Would it not be better to have the companies
deducet the tax of the individual sharcholders?

Sk Tuomas Wuire:  No, they pay their own in full, then we
make the allowance in the case of the individual shareholders. An-
owering my hon, friend's second question; if he asks the question
from a strictly legal point of view, I should say that a shareholder
receiving accumulated dividends would be liable to taration on
those dividends as part of his income.

Mg, Lemievx:  Then, it is retroactive?

Sk, Tuomas Wurre:  If they were cumulative for a period of
two or three years, my view would be that in the administration
of the Act it would be fair to make the assessment of the dividends
for one year, that is if it was a preferred dividend. I shall consider
the matter, because 1 do not like to have anything left to the dis-
cretion of the Miniser, or the referees. 1 think, legally speaking,
if a shareholder gets cumulative dividends for three or four years
in one payment in a year, it is part of his income for the year,

Mr. Grauam: A dificulty might be that in all matters of as-
sessment the assessment of one year is taken, in a measure, as the
basis for the next year. No matter what the return may be the
officer in charge will simply look it over and see that a man re-
ceived, say, S800 in dividends last year from a certain company,
and this year he only acknowledges $150,
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Re Secrion 3—Conlinued,
There are, as the hon. gentleman has said, companies that have

paid no dividends for several years, but within the last year they

have been catching up on the arrears of dividends., There will be

some injustice in charging what was really, or what should have

been, their income for two or three years back as the income for

this year. \
Bond Mr. LeMmievx: When you speak of dividends you should speak "
coupons. of coupons which represent a fired amount. A certain big hotel com-

pany issued coupon bonds, but a few months after the war broke

out that company ceased to honour ity coupons. It is exrpected that

in a year or two the company will be in a position to pay the

coupons. In that case I do not see any reason why you should

not make an allowance for the coupons which were due, but unpaid,

before this Bill came into operation.

Sk Trnomas Wuire: I am afraid we could not do that, In the
back years they did not receive their interest in a particular year,
but they do receive their interest after that and they will have to
pay on that,

Mr, LocGre: Referring to subsection ) of section 3, and deal
ing with the supertax only, it is not uncommon to find companies
in business for many years but never declaring any dividends. They
may make some profit, but they never have money to pay dividends
They are borrowers from the bank and all the profits that are avail-
able go to pay indebtedness, yet the books may show substantial
profits. Or these profits may be locked up in investments that are
not liquid, and cannot be easily converted into money..

Subsection j of section 3 provides that surplus profit, undivided,
may be assessable for the supertax if the Minister says so. I would
point out that when profits are undistributed, or left in the busi-
ness, the profits from the business in the following year will be
greater than they were previously, when the profits were distributed
in the way of dividends, That is something that the Minister ought to
take into congideration. I wish to draw the attention of the Minister
to another matter in connection with the net income of private indi-
viduals, A man who conducts, say, a dry-goods business is known as

Individual ¢ business man. A private individual earning a salary and receiving,

with salary begides his salary, rents from houses that he owns, so that his net in

and rents.  come is $3.000 or $},000, would be considered, 1 assume, as a business
man, and his transactions would be treated in the same manner
as those of any business firm?

Sik Tuomas Waire: Yes
Bond Mg. Nespirr: Does the Minister propose allowing a corpora-

interest, tion to deduct bond interest before assessing the profits at the
end of the year?

S Tuomas Wwuite:  Without doubt, interest upon bonds is
a fired charge and net profits are only ascertained after deducting
interest upon underlying charges, all interest payments, operating
expenses and overhead—in other words, the net profits, according
to a properly drawn balance sheet,
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Mg, Nespirr: A corporation having no bonds and having stock
will be in a very much worse pogition than a corporation that just
carries bonds,

Sk TuoMAs Waite: I saw that argument advanced in one of
the newspapers, but 1 submit it is not sound. The corporation that
has a share capital pays upon its net earnings and its sharchold-
ers, upon receiving their dividends, are credited with the tax that
is paid by the corporation. Take the case of a company which has
a large bonded indebtedness. The holders of those bonds, not the
company, are assessable under this Income Taxr Bill for the ind
comes which they receive. The holder of the bonds pays upon the
earnings of the company which are used to pay its bonded interest.

Mg. Nesmirr: My hon, friend is quite vight as to the individual
shareholder or bondholder, but he is not vight as to the corporation,
as the corporation with stock is paying the four per cent, on the
whole profit, whereas the corporation with bonds outstanding has
that four per cent, deducted.

Sk Tuomas Wurre: [ understand that the corporation in the
one case would pay a considerable sum, let us say, and in the other
case it would not. But if you take that corporation with only a
nominal share capital and distributing all its net profits to its
bondholders, its bondholders are the virtual proprietors of the com-
pany. I do not mean to say that they are legally the proprictors, but
they are virtually the proprietors of the company because they hold
its bonds and they get, by way of interest, all of its earnings or
practically all of its earnings. Now take the case of the company
that has no bonded indebtedness but has a large share capital and
pays out dividends to its sharcholders. The sharcholders there are
virtually the proprietors of the company, not legally, but virthally
the proprietors of the company as the bondholders in the former
case are virtually the proprietors of that company. That is to say,
they take all of its earnings. The net result is about the same be
cause the bondholders are assessable as individuals in respect to
the bond interest which they derive, It is true that the other com
pany is assessed upon its net earnings, but the shareholders in their
assessment are allowed to credit the amount which the company
paid in respect of the dividends which form part of their income.
Therefore the bondholders in the one case and the shareholders in
the other are virtually the proprietors of the two companies and
they are both tared and are taxed upon about the same basis.

Me. Lemievx: I notice among the exemptions:
“Such reasonable allowance as may be allowed by the Minister for

deprecittion, or for any cxpenditure of a capital nature for renewals,

or for the development of a business. And the Minister, when deter-
mining the income from mining and from oil and gas wells, shall
make an allowance for the exhaustion of the mines and wells.”
There are other businesses in which something akin to exhaustion
may take place. Take real estate. A man may buy three or four
acres and derive income from their sale, but as the sales tqke
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place that source of income becomes exhausted ; part of the income
is a return of capital.

Sk Tuomas Wurre:  Undoubtedly there is a return of capital
in such a case, and even if no provision exvisted in the statute, we
should properly make an allowance in respect to the exhaustion of
mines and oil wells. In a real estate transaction such as my hon.
friend mentioned a certain amount of the return would be regarded
as return of capital and a certain amount as profit. We would
deal only with the profit.

Mg, Puc y: From the Minister's statement to my hon. friend
for Rowville (Mr, Lemicux) it might be inferred that the proceeds
of an insurance policy paid to a widow would be exempt. Did he
not mean that it would not come in as part of the income for that
wear, but that later it would be subject to taxation as part of her
capital? It becomes capital or principal upon the income from
which this statute operates,

Sk Tuomas Wurre:  True, later,

Sk Tuomas Wuire: I do not mean to say that, if a man had
a row of houses from which he received rents, and if there were
some vacancies in those houses during the year, he would not be
allowed to deduct, from the total income which he received from
the row of houses, the taxes which he would pay in respect of the
vacant houses as well as of those not vacant,

Me. Puasiey: Suppose there are two rows of houses in differ-
ent parts of the city, or suppose the rows are in different towns.
Why should there be any difference?

Sik Tuomas Wurre: There is no difference if there are two
rows of houses. Let us take two rows of houses and say that a
man derives from those $5,000 a year and that some of them during
the year are vacant and others are occupied, but that they are
tweo rows of houses from which he has been in the habit of de
riving an income. Nobody would contend that he should not be
allowed to deduct the taxes from the income which he would re-
ceive in respect of those two rowes of houses, Let us go back to
my former example. Two men have each a salary of $10,000, One
man has a family to keep and spends the entire $10,000 upon him-
self and his family in their maintenance and education. The other
man has a considerable quantity of real estate, and has to pay
out $4,000 or $5,000 of his income on tares. We must not assume
that that money is lost. He is paying it out to protect his own
property; and the first man that I have mentioned would have every
reason to complain if we assessed him upon the full $10,000 and
explained to him as a reason why we did not assess his neighbour
who drew precisely the same salary as he did, that he held a good
deal of real estate and took a considerable amount of that income
to pay taxes upon that real estate. I think the first man would have
a real grievance. He would say: His income is the same as mine; I
spent mine in keeping my family and educating my children, and
he spent his in paying tares upon some unproductive real estate
which may give him an excellent return in years to come. I do not
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belicve we should go back of the man's income. If « man has an
income of $10,000, and diminishes that income by losses he makes
on real estate, or by amounts paid for tares, or otherwise, what is
the difference between that and the man who has an income of
$10.000 and loses $3.000 in a stock speculation? He might say: 1
have lost $3,000 in stocks, therefore I want you to assesd me at
$5.000, instead of $10.000." We should say, “No, your income was
$10,000; you speculated in stocks, which is not the ordinary
course of your business at all, and you lost this money; that does
not affect your income, which is $10.000." If you laid down the
principle that you would allow a man to deduct losses made in
business in which he is not engaged, such as stock speculation, or
real estate speculation, you might just as well never pass the Act,
because it would be evaded in numberiess ways. The true prin-
ciple of the matter is, what is a man's income? Every one knows
what you mean, 1f you ask a man on the street “What is so-and-so's
income?” nobody will misunderstand you. You will be told it is
the amount he gets from his employer, if he is employed. If, on
the other hand, his income is derived from stocks, bonds or securi-
ties, everybody understands it is what he receives in the way of
interest and dividends upon those securities. It is a common-gense
matter. My hon, friend quoted section 8, to show that not only
was individual income included—that is to say the individual in-
come of a man from his trade, profession or calling—but also
his income from investments. We all know what that means. It
means his income from investments after he pays any necessary
outgoings in connection with those investments, whether it is
house property or not, plus the income he receives in his trade,
profession or calling. It is not for us to inquire what he does with
his income after he gets it. We are not interested in knowing
whether he loses it in a stock speculation, or spends it foolishly. If
you have to follow what a man does with his income, and allow it
to be urged that he lost it in a stock speculation, or in a real estate

speculation, or spent it foolishly, you might just as well never pass
the Act,

Mg, Cocksuuvrr: I have a piece of property which has been in
the family for three genervations. It has come down to me as an
inheritance and 1 would hesitate to part with it. I am not what
you would call a real estate dealer, but I have my investments
largely in real estate, and as a business man I have made my re-
turns for years to the city of Brantford as to my income. 1 should
be very sorry indeed to think I was deceiving them, but I have taken
@ course which I am bound to say is the course I would take if the
Finance Minister asked wme to tell him what my income was—I
would do my best to tell him my net income, deducting all erpendi-
tures in the way of taxes, repairs, insurance and everything of that
kind, which every man who owns property knows he has to make.

Sk Tuomas Wurte:  There is no objection to that.

Mg. Cocksuurr:  But, according to the Minister, there is an
objection to it. He instances the case of @ man who loses part of
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his salary in speculating and real estate When I make mmy rev
turns to the Brantford assessors, I deduct the repairs, tares, in-
surance, and everything. On the other side, I put the rent received,
and the difference is my income. 1 think that is the fair way of
doing it, and it was with a view to getting the matter settled and
enabling a man to make a proper return to the department that 1
raised the question. I am, in a small way, a trustee for some real
estate, and 1 know this method of making returns has been found
equitable and satisfactory by the courts. If it is proper for a trus-
tee, it ought to be proper for an individual. There is another point
1 wish to mention. If the Finance Minister tells a yan he has
an income of $25,000, and the man himself says “My income 1is
only $15,000." it is up to the Minister of Finance to show him where
the $25,000 is. 1f a man only has an income of $15,000, and it is
sought to assess him on an income of $25,000, I think he has a very
reasonable grievance against the Government. 1 am not saying
this with a view to paring down at _all, because I am quite satis-
fied and willing to pay anything I may be called upon to pay under
this Act; but, as a man who has to make a report, I do not want
to be subject to a $10,000 fine for making a false report. I was not
dealing at all with the matter of salary or anything but an income
from real estate, which income is the difference between the revenue
and the outgo or expenditure. It seems to me that is equitable and
vight, I cannot see it in any other way.

Sk Trnomas Wuire: We were discussing the question raised
by my hon. friend from Rouville (Mr. Lemicux), whether a man
with a salary of $10,000 should be allowed to deduct from it the
taces which he wmight pay in respect of some unproductive pro
perty which he held. If a man's income is derived from real
estate his calling, so to speak, is that of a landowner, although, of
course, he is not a professional man in that sense He has to take
his unproductive houses and estimate the net return, as my hon.
friend has suggested. The proposition I am laying down is that a
man with an official salary of $10,000 should not deduct from, it
the $1,000 or $2,000 that he may have to pay in tares on unproduc-
tive property. I am in the pogition where I shall have to pay in
this respect just like other people. I have to pay taxres on unpro-
duetive property, and I certainly do not intend to deduct the taxes
from my income. I think that is how the boards will construe the
Act, That is the way they have construed the income taxr legisla-
tion of the United States.

Mr. McCrea: Suppose that a man has two properties that he
is carrying on his books at a certain value. One of them he sells
for possibly twice what he is carrying it at. Would that be con
sidered as income for that year? The other property he sells at a
loss. How would the Minister treat that? If one is counted as
profit, the other should be counted as loss. As I understand the
Minister, capital will have nothing to do with profits, If @ man has
a property and sells it at a profit of 20 or 50 or even a hundred per
cent. that will not be taxed. If he sells his property at a loss, do I un-
derstand that he will not be allowed to deduct that amount?
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Sk TuoMmas Wurre: I think I agree with my hon. friend. It
would not be fair to count as income in any given year the profit
which one might make on the sale of real estate which a man had
held for a number of years, for that would nat be annual gain, and |
do not think it would be possible to apportion a certain amount of it
in respect of the year in question, The same argument would apply
to the other property. A great number of the questions that have been
raised here are of theoretical importance, but not likely to becom«
a practical issue in the administration of the Act. In connection
with the Business Profits War Tax we had many cases where pro-
perties were sold at a profit after being held for a number of years,
But in the working out of the Act it was recognized that that was
not gain for that particular year and no dificulty was experienced.

Mu., Verviie:  Suppose I am paying $1,000 interest on a pro
perty mortgage? Would I be allowed to deduct that amount from
my income? If I am tared on that $1,000, and the man who receives
it counts it as part of his income and is also tared on it, that would
be double taxration?

Sk Tromas Wanre:  In the case my hon, friend suggests, where
he is paying S$1,000 interest upon a mortgage upon some property
which he holds, he would be entitled to deduct from the revenu
which he derived from that property the interest which he paid on
the mortgage. On the other hand, the mortgagee would devive from
my hon, friend the thousand dollars which would be « part of his
income,

Me. Lemigvx:  Take the case of a man who buys some stock
and makes only a partial payment and the stock is hypothecated
with the bank. Let us say that 1 buy 500 shares of Ottawa Electrie,
and that I pay for 100 shares, the bank carrying the stock, hou
should 1 be assessed in that case?

Sk Tuomas Wurre:  This Bill will work out in this way: My
hon, friend, we will say, is entitled to $1,000 on those shares, out
of which he has to pay S$G600 to the bank for carrying them. The
balunce of S§00 would be the net ecarnings which my hon. friend
would derive from the investment.

Sk TroMas Wurre: [ want to make it perfectly clear that by
this legislation it is not provided that a man may deduct from the
amount of his taxation the amount he contributes to the Patriotic
and Canadian Red Cross Funds.

That is a deduction from the total amount of a person's in-
come, If a man’s income is $10,000 a year and he subscribes and
pays SLOOO to the Canadian Patriotic Fund, then he would be en
titled to deduct that and say that his income for the purpose of
taxation is $9,000, but he is not entitled to say: My tax under this
measure is $00 or $500, and because I have paid $§00 or $500 to the
Patriotic Fund, I am not entitled to pay anything more.

Mr, Lemievx: I was asked this evening if a subscription made
this year to the Patriotic Fund or to the Red Cross Fund would be
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Re Secrion 3—Continued.
deducted in accordance with the explanation given by my hon
friend.

Sk Tuomas Wurre:  Yes, this Bill applies to incomes for the
calendar year, Therefore, any contribution made during this cal
endar year maqy be deducted from the income,

I have endeavoured to bear in mind that if the tar is too heavy
it may seriously affect contributions to the Patrviotic and Red Cross
Funds, which have been so generously supported by the people of
Canada. But if we allow contributors to these funds to deduct these
contributions from the amount of taxation to which they are liable
under this measwre, will that not be tantamount to our paying their
subscriptions? There might be cases in which subscribers have sub
seribed, and will subscribe, more than the amount of their tares,
but it would seem to me that if we took their subscriptions as cash
in payment of the tares under this measure, the Government would
simply be paping their contribution and assuming the burden of
the fund to that extent, My hope was and is that this income tar,
while undoubtedly heavy, is not unduly heavy, having regard to war
conditions, and that the well-to-do people of this country who have
done so well with the Patriotic and Red Cross Funds will still con
tinue their subscriptions. 1 have believed it desirable not only that
the Patriotic Funds and Red Cross should be sustained, but that
these contributions should be coptinued in the interests of the
donors themselves, because when a man gives to the Patriotic Fund
or any other worthy object, he really benefits kimself as well as the
object to which he is contributing. In connection with the Patriotic
Fund these contributions have made for patriotic spirvit which has
meant a great deal in connection with the prosecution of this war,
I should distike very much there being any feeling that discrimin
ation existed. Some citizens subscribe directly; others concur in
legislation taxing themselves and others for the purposes of the
Patriotic Fund. Probably each taxpayer will indicate in his return
the amount for which he has been taxed for patriotic funds.

Revenue Mg. MarciL:  If @ man has invested in Dominion war loans and

from Dom,  has derived a certain revenue therefrom, is that revenue exempt?
war loans

Sk Twomas Wurre: Al war loan issues are exrempt from Dom- i
inion taxation, |
Holding Ox Suvnsecriox 2, Seciton 3—Horping COMPANIES: 1
companies. 4
Sk WiLerinD Lavrier:  What is the meaning of this? Can my §
" hon, friend give a concrete case?

Sk Tuwomas Wurre: If a company owns all the stock of an-
other company, there is no reason why it should not take the
product of that second company at any price that may be agreed
upon irrespective of whether it is a fair market price or not, be-
cause the first-named company owns all the shares of the second.
There might be an international case in which a company in the
United States would own all the shares of a company in Canada.
The Canadian company might be doing a highly profitable business
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X Re Secrioxn 3—Continued

| if it was carrying on ils aflairs in the uswal course, but by reason
of a contract which it might have with the United States company
to sell its products at a very low rate, it might show no profits at
all, I may say this section is the same as the one in the Business
Profits War Tax Act, inserted for the purpose of making such com
panies contribute reasonably under that wmeasure of taxation,

= L T

Ox Sunsection 3, oF SECTION 3—NON-RESIDENTS:

Sk Hernenry AMes:  May 1 oask the Minister what will happen Non-
in a case like this. I know a gentleman in Montreal who is man-
ager of a large business concern. He is an American citizen, and
still holds, technically speaking, his residence in the United States.

He is taxed on his income in the United States, but he draws his
income as a salary in Canada, Will he be taxed a second time

in Canada, and therefore have to pay two income tares?

PRSP

! St Tuosas Wuire: I should say the Government which should
give away would be the Government of the United States. This
gentleman is domiciled in Canada and is drawing his salary in Can-
ada. There is no reason why he should not pay the income tar
If he is subject to an income in the United States, that is a matter
he should take up with the United States Government, I cannot
see how we could distinguish his case from the case of any one

i else drawing a salary in Canada,

Mu. Loceik:  Does this subsection include a corporation?
S Tonomas Wnire:  Yes,

Me. Locare:  Does a corporation doing business in Canada, United
whose head office is in the United States, have to make up a state- States Co

ment of the revenue from its Canadian business? ""i'.“' -
business in
Sik Toomas Wiire:  Yes, Canada.

4. (1) There shall be assessed, levied and paid, upon
the income during the preceding year of every person
residing or ordinarily resident in Canada or carrying
on any business in Canada, the following taxes:—

Income tax.

(a) four per centum upon all income exceeding Over §1,500
fifteen hundred dollars in the case of unmarried 1 crtain
persons and widows or widowers without depend- over $3,000,

N » 4 per cent,
ent children, and exceeding three thousand dollars

in the case of all other persons;
and in addition thereto,
(b) two per centum upon the amount by which the oyer $6.000

income exceeds six thousand dollars and does not ":“ff‘p‘:;?‘x"m
exceed ten thousand dollars; and,
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SECTION 4—Continued.
(¢) five per centum upon the amount by which the
income exceeds ten thousand dollars and does not
exceed twenty thousand dollars; and,

(d) eight per centum of the amount by which the
income exceeds twenty thousand dollars and does
not exeeed thirty thousand dollars; and,

(¢) ten per centum of the amount by which the
income exceeds thirty thousand dollars and does
not exceed fifty thousand dollars; and,

(f) fifteen per centum of the amount by which the
income exceeds fifty thousand dollars and does not
exeeed one hundred thousand dollars; and,

() twenty-five per centum of the amount by which
the income exceeds one hundred thousand dollars.

(2) Corporations and joint stock companies, no
matter how created or organized, shall pay the normal
tax upon income exceeding three thousand dollars, but
shall not be liable to pay the supertax; and the Minister
may permit any corporation subject to the normal tax,
the fiscal year of which is not the calendar year, to
make a return and to have the tax payable by it com
puted upon the basis of its income for the twelve
months ending with its last fiscal year preceding the
date of assessment.

(3) Any persons earrying on bhusiness in pariner-
ship shall be liable for the income tax only in their
individual capacity.

(4) A person who, after the first day of August,
1917, has reduced his income by the transfer or assign-
ment of any real or personal, movable or immovable
property, to such person’s wife or husband, as the case
may be, or to any member of the family of such person,
shall, nevertheless, be liable to be taxed as if such
transfer or assignment had not been made, unless the
Minister is satisfied that such transfer or assignment
was not made for the purpose of evading the taxes
imposed under this Aet or any part thereof.
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SecrioN 4—Continued,

(5) Taxpayers shall be entitled to the following
deduetions from the amounts that would otherwise he
payable by them for income tax,—

(a) from the income tax aceruing for the year

one thousand nine hundred and seventeen the !
amounts paid hy any taxpayer for taxes aceruing |

during the year one thousand nine hundred and
seventeen under the provisions of Part 1. of The
Special War Revenue Act, 1915, and from the
income tax payable for any year therealter the
amounts paid by the taxpayer for taxes acerning
during such year under the said Part 1. of the
said Aet; and,

(b) from the income tax aceruing for the year one
thousand nine hundred and seventeen the amounts
paid by any taxpayer under The Dusiness Profils
War Tax Act, 1916, and any amendments thereto
for any accounting period ending in the year one
thousand nine hundred and seventeen.  In the case
of a partnership each partner shall be entitled to
deduct such portion of the tax paid by the part
nership under The Business Profits War Tax Aet,
1916, as may correspond to his interest in the
income of the partnership.

Sk TuoMas WHire: A corporation is hable to taration upon

its profits, whether distributed or undistributed. There is a clanse
section 3 (j)—to the eflect that undistributed profits which were

in the opinion of the Minister being held for the purpose of evad
ing the tax would be subject to the supertar.

Sk Toomas Wure: It is perfectly clear. In the first place
four per cent. is collected upon all incomes exceeding $3,000. That
is the starting point. If @ man has an income of $100,000 the way
you start to determine how much he is to pay is this: You sub-
tract $3,000 from S$100,600, that leaves $07,000, and of that you
take four per cent.

Sk Wrrrrip Laveier:  The normal tar runs all the way up?

Sk Tooymas Warre:  All the way up to $100,000. Take the con-
crete case of @ man with an income of $7,000, In the first placa
he is entitled to be taxed at the rate of four per cent. upon all his
income in excess of $3.000. Four per cent. upon sp,000 is Situ,
Then, as the income exceeds $6,000 by $1,000, there is two per cent.
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Re Secrion 4-—Continued
additional upon that SULOOO, which is $20. Add $20 to S160 and you
have $180 as his tax,

Income of I think it well that both wife and husband should be assessed

husband in respect of their assessable income, and should be entitled to the

Andwite: cremption of $3,000 eack, but in order to prevent cvasion of the tar )
subscction ) of section | has been inserted.

The effect of that will be that bona fide transfers, some of which

wight occur, will of course not be affected, but if the circumstances E
are such that the transfer is made for the purpose of evading the ’
tax, in order that the benefit may be had of the double exemption,
this subsection will meet the case. I think the Act as it stands
with exemptions to ecach, is probably fair, The law of the several
provinces recognizes the rvight of property in the wife as an in
dividual, and it seems to me ghe should b entitled to exemption.

Large Sk Tonovas Wuorrs I want to say a word or two with regard

profits, to the question of large profits. Take a balance sheet which shows
that a concern makes, we will say, $1,900,000. The man who, is
not” acquainted with a balance sheet thinks that that means ghat
this firm has made $1,000000 in cash. How are these profits can
ried? They may be in stocks of goods bought at the top of the
market, at the high prices prevailing in war time, in raw material
bought at higher prices than have ever prevailed before; they may
be represented by extensions of plamt which have been made dur
ing the year, and instead of the firm or company having $1,000,000
in cash they may owe this S1LOODO00, or they may owe the bank
SH00,000 or $200000 at the end of the year. It has a bearing upon
the amount of actual cash it is proper to take out of these firms
by means of the Business Profits War Tar. The balance sheet will
show that, but the statement goes out to the country that a company
has made S1000000 and an uninformed man might reach the con »
clusion that they wmade $1.000,000 in cash, whereas it may have ]
gone into extension of plant, or stocks of goods which will depre 1
ciate next week or before they are sold, or into raw material which
when worked up into finished product, shows a loss Thus, in
dealing with the question of how much cash a company or_a busi
ness has, you must have regard to the situation that prevails in
that way. The gituation is that the taration power of the Govern-
wment is not exhausted and it will be exercised at the proper time,
having regard to the conditions that then prevail and to the necessi
ties acith which we are then confronted arising out of the war.

S Witkrin Lavrier:  Under the conditions which my hon.
friend has just stated, a balance sheet showing $1,000,000 of profits
one part of which has gone into extension of plant, another into
goods on the shelf and another into raw material, is my hon. friend
to tax the business in accordance with the principle laid down in
section 3 of the Rill in the following words:

“And shall include the interest, dividends or profits directly or.
indiretly received from money at interest upon any security or with-
out security. or from stocks, or from any other investment, and
whether such gains or profits are divided or distributed or not.”
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Re Skcrion 4—Continued.

Sie Tuomas Wurre:  There is no doubt that under this income

1et us say a commercial company—shows by its balance sheet that
it has made a net profit of S100,000, even although that net profit
is represented in goods, which will be taken according to the in
ventoried value, the tax will apply to the $100,000,

Sk Tuomas Wire: It has been stated that this income taz
is to take the place of the Business Profits War Tax Act. It is
intended to do nothing of the kind,

This income tar legislation does not refer to the Business Profits
War Tax at all, except to this extent: If an individual or a firm or a
company has to pay the tax imposed by the Business Profits War Tax
Act, and if that is greater than the amount for which that individual
or firm or company would be liable under this income taration
measure, then the individual or firm or company pays the greater
tax, and does not pay the income taration. . . The Businecss
Profits War Tax Act was introduced in 1916, and at that time it was
stated, and it so appears in the measure itself, that liability to tara
tion under section 3 of that Act, which is the operative clause,
would terminate on December 31, 1917,

Let us see what the position is. 1 pointed oul to the House that
this measure was introduced in 1916, and it was retroactive in
effect. It applied to profits made in 1915, although such profits
had in many cases been distributed to sharcholders or invested in
plant. What is the position of the Business Profits War Tax Act
to-day? It is this: the individuals, firms and companies who are
liable under that tar paid out of their profits of 1916, because the
tax was retroactive, the amount to which they were liable in re
spect of 1915, and they pay this year, 1917, upon their profits of
1916, Neat year, 1918, they will pay a heavy tazation against their
profits of 1917, The point I make is that this was a three year
measure, retroactive, and that is the feature which is lost sight of
for one year. They paid in 1917, and they will pay in 1918, the
heaviest business tax in the world. That holds the situation until
1918, so far as concerns those who are making abnormal profits
out of the war. This income tar provides, that if by chance there
should be any firms—and 1 believe there will be very few indeed
whose taration under the business profits war tar payable next
wear, in respect of their earnings this year, will be equal to or less
than the taxation which they would pay under this measure, they
may deduct it. That is all it means. The idea is simply they are

not to pay the heavy business profits war taxr and this income tar
as well,

Mg, Paroee: Do they deduct the amount of the income tar
wunder this Bill from their original business war tax, and pay the
business war tar in full?

Sie Tuomas Wuire:  No, it is the other way around. Supposing
my hon, friend was fortunate enough to be tarable next year, 1918,
to the extent of $100,000 under the Business Profits War Taxr Act
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Re Secrion 4—Continued,

amendment of this year, and supposing if that Act were not in ex-
istence he would be liable under this legislation to pay $30000,
he would pay the $100,000, He pays the larger tar,

Haxsarp, p. 4819,

Mg, Parvee:  As I understand this matter, the hon. Minister of
Finance has practically said that the Income Tax is veing introduced
in licu of what is known as the Business Profits War Tax.

Sk Tuomas Wuire:  No, that is not correct,

M. Paroee: As 1 understand the matter, the Business War Tax
is to come to an end, and will not be continued after the end of the
year.,

Sk THomas Wuarn The Business Profits War Tax, by itls
terms, comes to an end on December 31st of this year. When that
measure was introduced, it was thought the war would be at an
end by that time. I stated expressly the other day that we should
tax abnormal business profits resulting from the war and in the
next Budget that 1 bring down we shall deal with that matter

Mz, PArbEs Can we take it in this way: thai the present War
Tar Profits Bill expires December 31, 19177

Sk Tuomas Wiure: By its terms.

MR. PARDE Will there be a renewal?

S Toovas Winrs I have stated that next year a taxation
will be imposed on excess business profits. 1 stated also the other
day that it might be necessary to make some allowance for neces
sary plant extensions, but I laid down the principle, as strongly a
[ could, that abnormal business profits due to the war must be
abnormally tared

5. The following incomes shall not he liable to taxa
tion hereunder,

(@) the income of the Governor General of Canada;

(b) the incomes of Consuls and Consuls General who

are citizens of the country they represent and who

are not engaged in any other business or profes

sion;

1=

(¢) the income of any company, commission or asso
ciation not less than ninety per cent. of the stock
or capital of which is owned by a provinece or ¢
municipality ;

(d) the income of any religious, charitable, agricul

tural and eduecational institutions, Boards of

Trade and Chambers of Commerece;
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SECTION S5—Continued,

(¢) the incomes of labour organizations and socie-
ties and of henevolent and fraternal heneficiary
societies and orders;

() the incomes of mutual corporations not having
a capital represented hy shares, no part of the
income of which inures to the profit of any mem
ber thereof, and of life insurance companies,
except such amount as is eredited to shareholders’
account ;

(¢) the incomes of clubs, societies and associations
organized and operated solely for social welfare,
civie improvement, pleasure, recreation or other
non-profitable purposes, no part of the income of
which inures to the benefit of any stockholder or
member;

(I) the incomes of such insurance, mortgage and
loan associations operated entirely for the henefit
of farmers as are approved by the Minister;

(i) the income derived from any honds or other
securities of the Dominion of Canada issued
exempt from any income tax imposed in pursu
ance of any legislation enacted by the Parlianment
of Canada; and,

(j) the military and naval pay of persons who have
heen on active service overseas during the present
war in any of the military or naval forces of His
Majesty or any of His Majesty’s allies.

ON SECTION 5—INCOMES NOT LIABLE TO TAX, PARAGRAPH (J):

Mg, Granam: [ presume that, as a matter of fact, comparatively Mijitary and
few incomes of men at the front will be tarable any way? naval pay.

S Tromas WHrre:  Some, Their pay is exempt.

Me. Grantam: I know that the pay they receive as members of
the military forces is exempt but their entire incomes are not ex-
empt. Has the Government considered the question of exempting
the entire incomes, up to a certain amount, of men who are serving
at the front?

Sk Herpert Ames: They will be exempt to the extent of
$21.000 besides by this Bill.

MR. Gramas: I imagine they will be exempt up to $3,000,
But suppose a man's income is $3.000, would it be unreasonable
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Re SkcrioN b—Continued,
that, in consideration of the fact that he is serving at the front,
he should be exempt to that extent? I have not thought of the
matter very much, It was suggested to me to-day. 1 am not sure
of the effect it would have on the finances, but the Minister might
think it over and it might be worthy of consideration.

Stk THoMAs Wurre: [ think it worthy of consideration, As
a matter of fact there is no exemption we could give that would
be more than these men deserve, but when we exempt the military
and naval pay of those who have been on active service overseas,
we practically exempt them all from the income tar levied because
there is a $3,000 exemption besides.,

Mg, Grauam: That is for married men,

Sk Tnomas Wmire: Yes, and $1,500 for single. My own view
is that there will be no taration for those who are at the front.

Sik Herserr AMes: What is the argument in favour of para
graph (h)?:

The incomes of such insurance, mortgage and loan assoications
operated entirely for the benefit of farmers as are approved by the
Minister.

Supposing a co-operative, mortgage or loan association was con-
ducted for the benefit of people who were not farmers? In the
cities there are co-operative butlding societies.

Sik Taomas WHrte: Paragraph (f) exempts them:

If a company is not operated for the gain of the shareholders it
will be exempt.

Mg, Mumreny: 1Is the Minister satisfied that under paragraph
(g) of section 5 a club or association, with the ingenuity, for in
stance, of a racing association, could not bring itself within that
eremption? If the Minister has given the matter thought, I would
ask him for an answer. If he has not, I would commend the matter
to him.

Sk THOMAS WHITE: [ think the word * non-profitable ” would
exclude such associations. It is not the intention to exempt a
racing association that is operated for gain.

Mg. Mureny: Racing associations would not admit they are
operating for gain,

Sig THOMAS WHITE:  The question is one of fact, If any gain
were made, they would clearly be liable under this measure. The
object of this exemption is obvious on the face of it.

6. (1) All persons in whatever capacity acting,
having the control, receipt, disposal or payment of
fixed or determinable annual or periodical gains, pro-
fits or income of any taxpayer, amounting to or exceed-
ing fifteen hundred dollars in the case of unmarried
persons or widows or widowers without dependent
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Sectiox 6—Continued.

children, and three thousand dollars in the case of all
other persons, shall, on behalf of such taxpayer, deduct
and withhold an amount equal to the normal tax pay
able upon the same under this Aect, and shall pay the
amount so deducted to the Minister, and shall also
make and render a separate and distinet return to the
Minigter of such gaing, profits or income, containing
the name and address of each taxpayer.

(2) When the income tax of a taxpayer is withheld
and dedueted under the provisions of this section, such
taxpayer shall not receive the benefit of any exemption
or deduetion under this Aet unless he shall, not less
than thirty days prior to the day on which the return
of his income is due, under section seven hereof, (a) file
with the person who is required to withhold and pay
the tax for him a notice in writing claiming such
exemption or deduction and thereupon the tax to the
extent of such exemption or deduction shall not he
withheld from such taxpayer, and, (b) file with the
person aforesaid and with the Minister such return of
his income and a statement of the deductions and ex
emptions as the Minister may direct,

Mr. A. K. MacLeax: Would the Minister briefly state the pur-

pose of this section and how and when it could be utilized? Could
you use it for instance in the case of brokers on an exchange?

Sk Tuomas Wuire:  This section covers a class of trustees in
whom securities are vested in trust to pay over the income, It is
to ensure that the Government will get the tax from that source
We look to the trustees. Of course, if he pays it on behalf of the
beneficiary, the beneficiary is made the allowance. This is tara-
tion at its source.

Mg. McKeNzIe: s there anything in the Bill to cover estates?
There are in this country large estates where money is accumulat-
ing, perhaps by reason of the children not being of age.

Sk Tuomas Wurre: A trustee, having property vested in him
and having an income in respect of it, is liable to pay. If he pays,
in respect of the share of income which the beneficiary receives, the
beneficiary receives credit for that payment; but if, under the con-
ditions of the trust under which he is acting, he gets income which
he accumulates for those who may come into being, say a genera-
tion from now, he is liable as a person in respect of that income,
so that estate is taxed.
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Annual 7. (1) Every person liable to taxation under this

i o Act shall, on or before the twenty-eighth day of Feb

of total ruary in each year, without any notice or demand,

Lilhig deliver to the Minister a return, in such form as the
Minister may preseribe, of his total income during the
last preceding calendar year. In such return the tax
payer shall state an address in Canada to which all
notices and other documents to be mailed or served
under this Acet may be mailed or sent.

Returns, by (2) The return in the case of a corporation,* asso
; o be . . %

::.l:','.]:'.‘,,',,‘l ciation or other hody, shall he made and signed by the
signed president, seeretary, treasurer or chief agent having

personal knowledge of the affairs of such corporation,
association or other body, or, in any ecase, by such
other person or persons employed in the business liable,

helieved to be liable to taxation, as the Minister
may require.

ienin by (3) Tf a person liable to taxation hereunder is un
al repre- able for any reason to make the return required by
sentative,  this section, such-return shall be made by the guardian,
curator, tutor or other legal representative of such

person, or if there is no such legal representative, by

some one acting as agent for such person, and in the

case of the estate of any deceased person, by the
executor, administrator or heir of such deceased per

son, and if there is no person to make a return under

the provisions of this subsection, then such person as

may be required by the Minister to make such return.

Returns by (4) All employers** shall make a return of all per
tuipen ':“:irsnns in their employ receiving any salary or other re |
by oompan: muneration, any portion of which is liable to taxation
dends, ete. under this Aet, and all corporations, associations and
syndicates shall make a return of all dividends and
bonuses paid to shareholders and members. Such re

turns shall be delivered to the Minister on or before the

* Auditor's Balance Sheet and Profit and Loss Account must be
forwarded with return,

** Return by employers to cover particulars of salaries of employees
receiving $1,000 or more per annum. Tax will not be deducted from
salaries by employers,
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Secrion T—Continued
twenty-eighth day of February® in each year, without
any notice or demand being made therefor, and in
such form as the Minister may preseribe.

(5) The Minister may at any time enlarge the time
for making any return.

ON SECTION T—ANNUAL RETURNS 1O MINISTER oF ToTAL INCoMy

Me, Micuavn:  Are special forms to be sent to the tarpayers?

Sk Tuomas Wurre:  There are certain forms in the schedule
but we have power given under a later provision of the Aet to call
for such information as we require from the tarpayer, and the
mode of administration will be just as under the Business Profit
Tax, to send the necessary forms to citizens and to have them filled
up and returned to the department,

8. (1) If the Minister, in order to enable him to make
an assessment, desires further information, or if he
suspeets that any person who has not made a return
is liable to taxation hereunder, he may, by registered
letter, require additional information, or a return con
taining such information as he deems necessary, to he
furnished him within thirty days.

(2) The Minister may require the production, or the
produetion on oath, by the taxpayer or hy his agent
or officer, or by any person or partnership holding, o1
paying, or liable to pay, any portion of the income of
any taxpayer, of any letters, accounts, invoices, state
ments and other documents,

(3) Any officer authorized thereto hy the Minister
niay make such inquiry as he may deem necessary for
ascertaining the income of any taxpayer, and for the
purposes of such inquiry such officer shall have all the
powers and authority of a commissioner appointed
under Part L. of the Inquiries Act, Revised Statutes of
Canada, 1906, chapter one hundred and four.

9. (1) For every default in complying with the pro
visions of the two next preceding sections, the tax
payer, and algo the person or persons required to make

*Time extended in 1918 to 31st March, 1918,
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Secriox 9—Continued.

a return, shall each be liable on summary conviction to
a penalty of one hundred dollars for each day during
which the default continues.

False (2) Any person making a false statement in any
statements, K s p . . .. =
return or in any information required by the Minister,
shall be liable on summary conviction to a penalty not :
Penalty.  exeeeding ten thousand dollars or to six months’ im-
prisonment, or to both fine and imprisonment. y

Sk WiL¥rip LAURIER: By the preceding section the Minister
may compel a man to produce letters. accounts. ete. on oath, Sub-
section 2 of section 9 says that “any person making a false
statement” shall be liable on summary conviction to acertain
penalty. Now, if a man makes a false statement under oath he is
guilty of perjury, and he ought to have the benefit of a jury, and
not be tried simply by a magistrate.

Stk Tuomas Wuire: I think he would be liable to both., If a
man commits perjury he would be liable under the Criminal Code.
The provision in subsection of section 9 for a penalty on summary
conviction is in addition to the penalties of the Criminal Code.

Mgr. Micuavn: Under subsection 2 he would be liable to 6
months' imprisonment, and he could still be brought before a high
court,

St Wirerip Lavrier: A man should not be subject to two trials
and two penalties. It should be either the one or the other. It is
all rvight to provide for a penalty on summary conviction, but if a
man makes a false statement under oath he ought to be tried by
jury.

N

Sk Tuomas Wurre:  If he made a false statement in the returns
he would be liable to the penalties provided here, and I think he
could be proceeded against for perjury.

Mg, Ross: I call the Minister's attention to what seems to me A
to be a hardship. In section Y (}) it is provided that:

“Such returns shall be delivered to the Minister on or before
the twenty-cighth day of February in each year, without any notice
or demand being made therefor,”

Then gection 9 provides for a penalty of $100 for each day during
which the default continues. Now firms or individuals may un-

' knowingly default,

Sk Tuomas WHite: Legislation of this kind always runs this
way. There is confidence that the Government will not exercise the
powers given here oppressively, in the case of a citizen defaulting
unknowingly. It is necessary that the onus be put on the citizen
of making the returns. But in the practical working out of the
Act, just as in the Business Profits Tax Act the various officials
throughout the country will send the forms out and keep in touch
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with the recipients until the returns are made. I think I can as-
sure my hon. friend that no such injustice as he imagines may
result will be done to citizens, It is a penalty not exceeding $10,-
000. There is always discretion within the limits fixed. It might
be a fine of $10 or $50.

Mg. MarciL: Ignorance of the law is no excuse, but how is an
ordinary citizen, who does not read our deliberations and who does
not get the statutes, to know that he must make his returns be-
fore February 28th?

Sik Tuomas Wurre: We will contrive to let him know. We
will get the organization, and secure information as to the citizens
thought to be liable, give them the forms, and have these forms filled
in. I admit it is a big task. At the present time we have the Business
Profits War Tax organization. We have a Commissioner of Taxra-
tion, an assistant commissioner, and a staff in the Finance Depart-
ment. Then we have representatives in every province from Nova
Scotia to British Columbia. That organization can be extended by
the addition of other officials. The whole Dominion is covered,
and by the expansion of that staff the business profits taxation as-
sessment could be made, and this taxation as well,

Stk WiLFriD LAURIER:  Men in the country may forget they are
assessabld. Will your officers look after the assessment rolls in
every municipality, and search out the parties who are likely to be
assessable?

Sk TrHoMAs Warte: We shall be obliged to do it. We would
not expect to administer this tax upon the unsolicited returns of
the public. It would not be possible to do it. The country will have
to be covered. It will have to be ascertained, so far as it can be,
who are properly liable to assessment, and those persons will be
notified, just as the Assessment Department here notifies tarpayers,

10. (1) The Minister shall, on or before the thirtieth
day of April in each year, or on or hefore such other
date as he may in any case or cases preseribe, deter-
mine the several amounts payable for the tax, and
shall thereupon send, by registered mail, a notice of
assessment in such form as the Minister may preserihe
to each taxpayer notifying him of the amount payable
by him for the tax. The tax shall be paid within one
month from the date of mailing of the notice of assess-
ment, In defaunlt of payment, interest at the rate of
seven per centum per annum shall be paid on such tax
until the said tax and interest are paid.

(2) The Minister shall not be bound by any return

or information supplied by or on behalf of a taxpayer, }

and notwithstanding such return or information, or if
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Section 10—Continued.

no return has been made, the Minister may determine
the amount of the tax to be paid by any person.

(3) Any person liable to pay the tax shall continue
to be liable, and in case any person so liable shall fail
to make a return as required by this Act, or shall make
an incorrect or false return, and does not pay the tax
in whole or in part, the Minister may at any time assess
such person for the tax, or such portion thereof as he
may he liable to pay, and may preseribe the time within
which any appeals may be made under the provisions
of this Act from the assessment, or from the decision
of the Board, and may fix the date of payment of the
tax.

11. No person employed in the service of His Majesty
shall communicate or allow to be communicated to any
person not legally entitled thereto, any information
obtained under the provisions of this Aet, or allow any
such person to inspect or have access to any written
statement furnished under the provisions of this Aet.
Any person violating any of the provisions of this
section shall be liable on summary convietion to a
penalty not exceeding two hundred dollars.

12. (1) The Governor in Council may appoint a
Board or Boards of Referees, and may preseribe the
territory or distriet within which a Board shall exer
cise jurisdietion. A Board shall consist of not more
than three members, and the members of a Board shall
jointly and severally have all the powers and auth
ority of a commissioner appointed under Part 1. of the
Inquiries Aet, Revised Statutes of Canada, 1906, chap-
ter one hundred and four.

(2) Every member of the Board shall take an oath
of office in form I of the Schedule to this Act before
performing any duty under this Aect. All affidavits
nade in pursuance of this subsection shall be filed with
the Minister,

Sk Wirkrip LAURier:  How many of these boards will you have
and will they be distributed over the country?
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Re Secrion 12—Continued,

Sik TuoMas Wurre: That would depend on the number of
appeals. From our experience of the Business Profits War Tox Act 1
should say that it would not be necessary to appoint permanent
boards, but if there should be a number of appeals in, say, Nova
Scotia, we would appoint a board of referees consisting of one,
two or three members for the purpose of hearing and determining
appeals. There may be very few appeals and there would be no use
in appointing a permanent board in each province because that
would involve considerable expense. We might appoint a county
judge, or some lawyer of standing, or a business man, as the case
might be, have a court of revision held and have the appeals dis-
posed of in summary fashion,

Me, Rosr:  What remuneration is provided for these referees?

Sik Tuomas WHite:  There is no remuneration fired in the Act.
It would be a matter of arrangement like the appointment of a
commission under the Inquiries Act. I am told by the parliamentary
counsel that it is not necessary to insert in the Act the amount of
remuneration, It would only hamper us in the administration of the
Act to do so. I should say that the usual fee of $20, $25 or $30 a
day for a lawyer or county judge acting as a referee would be paid,
but I should not like to be confined to that.

13. A Board shall act as a Court of Revision, and
shall hear and determine any appeal made by a tax
payer under this Act in such place in Canada as the
Minister may direet.

Court of
Revision.

14, Any person objecting to the amount at which he No!iﬂ;')f

is assessed, or as having been wrongfully assessed,
may, personally or by his agent, within twenty days
after the date of mailing of the notice of assessment,
as provided in section ten of this Aet, give notice in
writing to the Minister in form II. of the Schedule to
this Act that hé considers himself aggrieved for either
of the canses aforesaid, otherwise such person’s right
to appeal shall cease, and the assessment made shall
stand and be valid and binding upon all parties con-
cerned, notwithstanding any defect, error or omission
that may have heen made therein, or in any proceed-
ing required by this Act or any regulation hereunder:
Provided, however, that the Minister, either hefore or
after the expiry of the said twenty days, may give a
taxpayer further time in which to appeal.

appeal.
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15. (1) A Board, after hearing any evidence adduced,
and upon such other inquiry as it considers advisable,
shall determine the matter and confirm or amend the
assessment accordingly. A Board may increase the
assessment in any case before it.  The Board shall
send a copy of its decision by registered mail to the
taxpayer or his agent or officer.

(2) In any case where the appeal is unsuccessful, the
Board may direct that the person who appealed shall
pay the costs or part of the costs of such appeal; and
if such appeal is suceessful, a Board may recommend
that the costs or any part thereof be paid by the Crown.
The tariff of fees shall be as preseribed by the Board.

ON SectioN 15—HEARING AND DECISION BY BoARD.

Mg, Ross: Does paragraph one of this section mean that the
board has only the right to increase assessments?

S THoMAs WHItE: The board shall determine the matter.
The matter will be the matter of the appeal. The taxpayer will be
appealing on the ground thet he is wrongfully assessed and it will
be for the court to reduce or confirm the assessment. Then the
power is given, if the court thinks it is a proper case, to raise the
assessment, It is the same power that is exercised by the ordinary
court of revision in regard to the assessment of real property,

Mg. Ronn: Should it not read: * May increase or decrease the
assessment”?

Sk TuoMmas Wuire: I submit that the section as it appears
is necessary for this reason: The appeal will be on the ground that
the assessment is too high or that the assessment should not have
been made. In determining the matter, it is clear that the board
may reduce the assessment or hold that the party is not liable for
it. The appeal will not be on the ground that the assessment
should be increased. Therefore we think it necessary to provide that
the court shall increase the assessment, If a party comes before
the court and it appears that a mistake has been made, that he has
not been assessed enough, he submits himself to the jurisdiction of
the court and if the court says that his assessment shall be in-
creased, it will only be because he is liable for an increased amount.
No hardship can result to the man in question, because the assess-
ment depends upon his return, and if the court should find that he
is assessable for more than the amount for which he has buen
assesssed, it only means that he has not made a proper return. If,
in the course of the suitor's evidence, it transpires, under the
questioning of the court, that his income, instead of being $5,000,
is $20,000, the court says: Not only have you no cause for complaint,
but it is clear that under this measure you should be assessed for
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Re Secrion 15—Continued.
$20,000, It is most unlikely that any injustice would result from
plucing this power in the hands of the court.

16. If the taxpayer fails to appear, either in person Procceding
or by agent, the Board may proceed ex parte or may “ rarte:
defer the hearing.

17, If the taxpayer is dissatisfied with the decision Appeal to
of a Board, he may, within twenty days after the mail- }':,’f:;',f;""""’
ing of the decision, give a written notice to the Min-
ister in form TIT of the Schedule to this Act that he
desires to appeal from such decision. If the taxpayer
gives such notice, or if the Minister is dissatisfied with
the decision, the Minister shall refer the matter to the
Exchequer Court of Canada for hearing and determin-
ation, and such reference may he made in form IV of
the Schedule to this Aect, and he shall notify the tax
payer by registered letter that he has made such
reference.  On any such reference the Court shall hear
and consider such matter upon the papers and evidence
referred, and upon any further evidence which the
taxpayer or the Crown produces under the direction of
the Court, and the decision of the Exchequer Court
thereon shall be final and conclusive,

18. Except as hereinafter expressly provided, the Exclusive
Exchequer Court shall have exclusive jurisdiction to i.';rl'-?frli;:-‘m
hear and determine all questions that may arise in eon- 9uer Court.
nection with any proceeding taken under this Act, and
may award costs in connection therewith.

19. (1) No assessment shall be set aside by a Board No assess-
or by the Court upon the ground that there has heen ;'.'{':.',i'é’e"ﬁ,r
any error or omission in connection with any proceed- facatiod
ings required to be taken under this Act or any regula- '
tion hereunder, but such Board or Court in any case
that may come before it may determine the true and

proper amount of the tax to be paid hereunder,

(2) All the proceedings of the Board and of the Proccedings
Exchequer Court shall be held in camerd if requested ™ “merd-
by the taxpayer,
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20, The taxes and all interest and costs assessed or
imposed under the provisions of this Aet shall be re-
coverable as a debt due to His Majesty from the per-
son on whom it is assessed or imposed.

21, Any tax, interest, costs or penalty that may he
assessed, recovered or imposed under this Act may,
at the option of the Minister, be recovered and imposed
in the Exchequer Court of Canada or in any other
Court of competent jurisdiction in the name of His
Majesty.

22. The Minister shall have the administration of
this Aet, and the control and management of the collec-
tion of the taxation levied hereby, and of all matters
incident thereto, and of the officers and persons em-
ployed in that service. The Minister may make any
regulations deemed necessary for carrying this Act
into effect.

23. The Governor in Council may from time to time
appoint officers and other persons to carry out this Aect
or any order in council or regulations made thereunder,
and the Governor in Council may assign the names of
office of such officers and other persons, and grant such
salaries or pay for their services and responsibilities
as he deems necessary and reasonable, and may ap-
point the times and manner in which the same shall
be paid.

24, The first return to he made by taxpayers under
section seven of this Act shall be made on or before the
twenty-eighth day of February, one thousand nine
hundred and eighteen,* and all taxpayers shall (sub-
jeet to the provisions of subsection two of section four)
be liable to taxation in respect of their income for the
year ending the thirty-first day of December, one
thousand nine hundred and seventeen, and for each
vear thereafter, as provided by this Act.

* Altered to 31st March, 1918,
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SCHEDULE.

Forwm 1.

The Income War Tax Act, 1917.

L e I L make oath
and swear that I will faithfully and honestly fulfil the
duties which devolve upon me as a member of a Board
of Referees under The Income War Tax Act, 1917.
Sworn before me this

Form 11,
The Income War Tax Act, 1917.
In the matter of the assessment of................
To the Minister of Finance,
I hereby give notice that T object to the amount at
which T am assessed for the following reasons:
(here shortly describe reasons)
or, I am not liable to taxation under the ahove Act for
the following reasons:
(here shortly describe reasons)
3 R e dayof.......... 19..
(Signature)

Form T11.

The Income War Tax Act, 1917.

In the matter of the assessment of
To the Minister of Finance,

I hereby give notice that T am dissatisfied with the
decision given by the Board of Referees in this matter
for the following reasons:

(here shortly describe reasons)
and that I desire to appeal to the Exchequer Court of
Canada.

TR SR o vniaiwivn b rhle day of...... AD, 19..

COIRDALUTS) . s o s v evinniisnn
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SPECIMEN OF SAMPLE FORM T 1
As Published by the Department of Finance
PAGE 2
DESCRIPTION OF INCOME,

Gross INcoMeE Derivep Frowm

-

= -

)

o0

®

. Salaries and wages......] None
. Professions and vocations......None .
. Commissions...... from sale of Real Estate, ......... St
. Business, trade, commerce or sales or dealings in pro-

. Rents . .
. Dividends (A). Canadian Corporations—

13.

perty, whether real or personal .,.........co000 7500

5. Farming (Horticulture, dairying or other branches)

None . .

Standard Transportation Company
TB | covsivinivisraiessisss 23
Rainbow Mining Company Ltd... 150
(B). Foreign Corporations—
New York Trading Company.... 15
Albany Tool Company, Inc. .... 6

. Interest on notes, mortgages, bank deposits and
securities other than reported in item 7
Interest on Mortgages 72
Bank Interest ............. 21
1200 Par Value Bonds of Jones Paint Co. Lid. 72
1000 Municipal Debentures, Town of Midvale. ... 55
. Fiduciaries, (Income received from guardians, trus-
tees, executors, administrators, agents, receivers or
persons acting in a fiduciary capacity)—
Income (not capital) from Estate of Andrew Doe
(People’s Trust Company, Ezecutor).......... 315
. Royalties from mines, oil and gas wells, patents,
franchises and other legalized privileges...... None —
. Interest from Dominion of Canada Bonds, issued
exempt from Income Tax $3000........ o 50 HR 0w i 150
. Other sources not enumerated above—
14 Interest in Shaw Hardware Company Partner-
ship) . . ....... e e DN IR RN RS TRP RS 7450
T TRADIED < i:iiivinedicnvsnswriassioBiB el




SPECIMEN OF SAMPLE FORM T 1

As Published by the Department of Finance

PAGE 3
EXEMPTIONS AND DEDUCTIONS.
AMOUNT CLAIMED FOR—
14. Depreciation..On Store Building (not land), (Brick) $125

On Equipment, used in business..... 140
Btore Fiztures ........cov0venees 10
15. Bad debts, actually charged off within the year...... W

16. Allowance for exhaustion of mines and wells....None —
17. Contributions actually paid to the Patriotic and Can-
adian Red Cross Funds and other approved War

Funds...... Patriotic and Canadian Red Cross 250
18. Interest paid on monies borrowed and used in the
business...... Mortgage on Store Property, $1000. ... 1]

19. Federal, Provincial and Municipal taxes on property
used in the business—
General Municipal TATE8 ....cccovvivenvsnonvaces 180
20. Interest from Dominion of Canada Bonds, issued ex-

ompt Irom INOOMS TRX sovrvescnreraveannsnsprossns 150
21, Other claims for deductions must be specified in de-
tail—
Business Operating Expenses .. 4200
Repairs (stating particulars) 150

2. Total Exemptions and Deductions....... $5305
23. Amount paid under Business Profits War Tax Aet, 1916,
which accrued in the 1917 accounting period
ending December 31, 1917—None,

I hereby certify that the foregoing return contains a true and
complete statement of all income received by me during the year
for which the return is made.

¢~ R 15th March, 1918.

Signature ...... John Brown.




